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DENMARK - KEY ECONOMIC INDICATORS 


In millions of U.S. Dollars unless otherwise stated (DKR. 6.25 = US $1.00) - 
see note. 


INCOME, PRODUCTION, EMPLOYMENT 1977 1978 % Change 1979 * 


GNP at current prices 44,199 49,312E 11.6% 53,840 
GNP at constant (1977) prices 44,199 44 ,832E 1.4% 46,176 
Per Capita GNP, current prices, $ 8,689 9,663E 11.2% 10,516 
Fixed Investment, current prices 10, 304 11,280E 9.5% 12,140 
Personal Income, after taxes, current 25,504 27,840 9.2% 507112 
Labor Force (1,000) 2,579 2,605 1.0% 2,605 
Average Unemployment Rate 6.4% 7.4% n/a 7.2% 


INDICES (Base year in parenthesis) 


Sales of Industrial Products (1974) 8.1% 
Hours worked in manufacturing (1975) 

based on 1976 weights -1.4% 
Hourly Wage Rate in Mfg. (1975) 

based on 1976 weights 10.3% 


MONEY AND PRICES: 


Money Supply (M I) 10,145 10.4% 
Money Supply (M IT) 21,239 4.8% 
Banks Lending Rate (end period) 14.6% n/a 


INDICES (Base year in parenthesis) 


Wholesale Prices (1968) 4.4% 
Consumer Retail Sales (1975) 8.2% 
Consumer Prices, incl. taxes (1964) 10.0% 


BALANCE OF PAYMENT AND TRADE: 


Gold & Foreign Exchange Reserves 2,012 2,661 32.3% 3,000 
External Government Debt 3,906 4,663 19.4% 5,500 
Annual Debt Service ratio 4.3% 5.5% n/a 6.0% 
Current Balance of Payments -1,580 -1,226E n/a -1,200 
Balance of Trade (cif/fob) -2,481 -1,861 n/a -1,800 
Exports (fob) incl. EC Payments 10, 260 11,150 8.7% 12,000 

U.S. Share 565 608 7.6% 642 
Imports (cif) 12,741 13,011 2.1% 13,800 

U.S. Share 730 680 -6.8% 700 


Main imports from the U.S. ( Jan-Sep 1978) (Thousands of metric tons where appli- 
cable and millions of U.S. Dollars): Machinery $149; Soybeans 300 MT $68; 
Chemicals and products $35; Instruments/optical articles $31; Grain 144 MT $30; 
Transport equipment $27; Feedstuffs $22; Tobacco $20; Fruit and Vegetables $11; 
Plywood 31,821 cubic metres $8. 


NOTE: The above statistics, orginally expressed in national currency, were con- 


verted at the uniform dollar rate indicated to preserve year-to-year com- 
parability. 


Actual exchange rate (Dkr=$1.00) 6.01 5.52 -8.2% 5.20 
* Estimated 
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SUMMARY 


Large payments deficits and a high inflation rate have forced Danish governments 
to pursue deflationary policies and aggregate domestic demand has shown 
literally no increase over the last two years. Overall economic growth was less 
than 2% in 1978, having been restrained by slowly rising export demand. This 
production increase has been insufficient to absorb the rather large inflows to 
the labor market, and unemployment has risen steadily to above seven percent. 


The restraint policies have accomplished something toward reduction of both 
payments deficit and inflation rate, but the improvements in these respects 
registered in 1978 were largely due to such external factors as improved terms 
of trade and unusual gains in the agricultural trade balance. Since these fac- 
tors are not likely to have the same impact in 1979, further stabilization will 
depend upon an expected upturn in industrial exports. Domestically, however, 
much uncertainty surrounds the spring wage negotiations. Despite 11% annual 
increases in money wages, price and tax factors have recently led to a small 
drop in real income and trade unions are determined to reverse this trend. 


Investment has been stagnant for the last two years in both manufacturing and 
residential construction but favorable marketing conditions for farm products 
have spurred a significant investment increase in agriculture. Manufacturing 
industries are working far below capacity and productivity gains have fallen. 
Even with rising export demand, investment in this sector is expected to rise 
only moderately. 


Austerity in public spending has not prevented large and growing "spontaneous" 
budgetary deficits, which reflect rising costs such as higher unemployment bene- 
fits. The fiscal deficits are offset by corresponding bond sales which, in 
turn, together with credit restrictions, have held the growth in money supply 
at a low level and tightened commercial credit. Interest rates remain at the 
high level of 13% - 17%. 


In addition to its domestic bond sales, the government also continues to borrow 
very actively abroad and, despite the continuing payments deficit, foreign 
exchange reserves have been steadily increasing. This has given the Danish 
krone considerable stability among the currencies participating in the European 
Monetary Cooperation. 


Danish efforts toward economic and monetary stability are a contribution to the 
concerted international programs aimed at the same goals. It must be 
acknowledged, however, that demand restraint will (for still some time) make the 
Danish market less buoyant. Apart from reductions in value of traditional U.S. 
farm exports to Denmark, which may be accounted for by specific crop, price and 
exchange rate conditions, markets for investment goods and, especially, for con- 
sumer goods cannot be expected to expand much. This does not preclude, however, 
that American exporters in these areas may benefit from favorable price/exchange 
rate relations as well as from continued technological superiority. Quite 
regardless of the present slowdown, the Danish market still offers oppor- 
tunities, if exporters are willing to make the efforts required. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Some Progress But No Stabilization Yet 


When the OECD and the European Communities (EC) during the summer of 1978 
dropped the "locomotive" theory (the idea that some few strong nations would be 
able to pull the world economy out of its slump) in favor of programs of con- 
certed action toward economic recovery and stabilization, it was recognized that 
some countries had been so badly hit by payments deficits and inflation that 
they could not be expected to contribute much to overall expansion, at least not 
until their economies had reached a degree of stabilization. Denmark was one of 
those countries. The dependence on foreign trade, both imports and exports, 
made the effects of the international crisis, in terms of higher prices and low 
demand, very strong and aggravated the country's already sensitive balance of 
payments situation. In 1977, the current payments deficit approached 5% of GNP, 
and the inflation rate, which in 1974 had exceeded 13% (15% on consumer prices), 
was still about 9%. The international decisions to exempt Denmark from par- 
ticipation in joint efforts of expansion thus in reality only continued policies 
which Danish governments since 1977 had been forced by circumstances to adopt. 


Several economic restraint programs in 1977 and 1978, combining higher taxes 
with cost-cutting measures, held domestic demand growth close to zero in both 
years. As export demand rose moderately, the overall growth rate of the economy 
fell to 2% in 1977 and below that level in 1978. 


On the surface, the stabilization policy has attained some progress toward its 
basic aims. The payments deficit fell significantly in both 1977 and 1978 to 
about 2.5% of GNP and the price rise has been reduced, particularly during 1978. 
However, these improvements were largely due to specific, external factors. Low 
world market prices on primary products paired with price gains on rising Danish 
farm exports in 1978 previded at least temporary relief, and the lower import 
prices helped reduce the rise in domestic prices. The significant upswing in 
industrial exports which would be required to remove the deficit entirely has 
not materialized and underlying domestic inflation, as expressed by the GNP 
deflator, has not been further reduced. 


In 1979, economic expansion in the major Danish markets of West Germany and 
Sweden should offer opportunities for larger exports and in turn add stimulus to 
Danish production. However, as export production rises, related imports will 
increase somewhat also, and the trade deficit will be reduced by only a fraction 
of the export increase. External price factors will continue to affect domestic 
costs favorably, but the eventual cost level, hence also Danish exporters’ abi- 
lity to exploit improving market trends abroad, will depend much upon the out- 
come of the spring 1979 national collective bargaining, which will fix the terms 
of employment for the next two years. 





Export Gains Feed Limited Expansion 


The export gains which fed the limited production increase in both 1977 and 1978 
were most pronounced in the farm products sector, where real gains of 6-7% in 
both years were augmented by price gains of a similar magnitude. Very good 
crops resulted in a rise in farm production and, because of reduced demands for 
imported fodders, helped to hold total imports in 1978 at the low level of 1977. 
Industrial exports did not perform so well - particularly in the shipyard sec- 
tor. Exports of manufactured goods rose by 3-4% annually but there was a 
decline in exports from Danish shipyards of 20% in 1977 and 50% in 1978. 
Accordingly, the overall real export gain in 1978 of about 3% was about one and 
one half percentage points less than it otherwise might have been. In 1979 farm 
exports will be maintained at a high level, and manufacturing exporters hope to 
gain about 7%. Ship construction will probably drop even further, however. 


Prices and Taxes Hold Down Real Income and Consumer Demand 


Despite annual increases of about 11% in money income in both 1977 and 1978, 
consumer demand stagnated and, in 1978, even fell slightly. Wage income rose 
less than income in general and showed a decelerating increase, partly because 
of the indirect effects of price controls, which do not permit the passing-on of 
other than contractual wage cost rises, and partly perhaps because of the weak 
labor market. The profit ratio which dropped in 1977 recovered in 1978. 

Because of the high rate of unemployment and the rather generous unemployment 
benefits, social transfer income plays an increasing role in the overall income 
picture, amounting to some 18% of total income, while wages account for 63% of 
income (before taxes). The steady moderation of price increases, particularly 
in 1978, was largely offset by the growing impact of several increases in 
indirect taxation, particularly the value-added tax (VAT) increase from 15% to 
18% in the last quarter of 1977 and to 20.25% in the last quarter of 1978. 
Several other excise taxes have also been raised. Consumer prices, including 
indirect taxes, thus rose over 10% in both years. A temporary decline in income 
tax pressure in 1977 (due to tax rate indexation) helped preserve consumer 
demand that year; however, wage-earners suffered a net loss of real purchasing 
power in 1978 because of higher prices and the tax increases. Because of flat- 
rate wage indexation, the loss was felt most by above-average wage-earners, par- 
ticularly in the public sector. Social beneficiaries, on the other hand, were 
probably overcompensated for price and tax rises. 


Because of the uncertain effect which the March labor contract revisions will 
have on wages it is likely that consumer demand will be permitted to rise only 
moderately, and it will probably not exceed two percent even considering the 
provisions of new social security benefits already implemented. If the contract 
revisions are to leave real wages approximately constant, increases must be 
small, given the anticipated moderation in prices. Otherwise the government may 
find it necessary to cut demand by new tax measures if it is to hold to its com- 
mitment of further reduction of the balance-of-payments deficit. 
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Investment Boost in Farming - Industries Lie Low 


The favorable market conditions for agricultural produce, in terms of quantity 
as well as of prices, and the availability of relatively cheap fodder, domestic 
as well as imported, have encouraged farmers to expand production; investment 
in new farm facilities recently has risen at an annual rate of 15% - 20%. 
However, trends of rising animal production in Denmark and in other countries 
are worrying the administrators of the European Communities’ common agricultural 
policy (CAP), and attempts are being made to hold prices, and consequently pro- 
duction, down. Farm investment in Denmark probably will stay at the high level 
already reached and, given its present momentum, could even rise further. 


In other sectors, investors are a great deal more hesitant. Manufacturing 
industries are operating very much below capacity and the only incentive for 
expansion is the still uncertain prospect of higher demand in export markets. 
While manufacturers recently have expressed moderate optimism, investment in 
industry has now been stagnant for two years and is likely to increase only 
moderately in 1979. There could be considerable variation between individual 
industrial sectors, however. 


Residential construction in the early 1970's was at a very high level with 
resulting inflationary pressures developing. Subsidy moderation and, par- 
ticularly, restrictive financing practices have since reduced the annual output 
of home units to a level of about 30,000, where it stabilized in 1978. Whereas 
this stabilization is generally welcomed against a background of erratic deve- 
lopments in previous periods, there is currently a tendency toward easing of 
mortgage credit in response to demand pressures. But the authorities are likely 
to remain cautious in order not to slip back to former stop-go policies. 


Overall change in inventories was small in both 1977 and 1978, reflecting a 
build-up in agriculture and a reduction in other sectors. If raw material pric- 
es in 1979 stabilize or begin to recover, some general build-up of inventories 
may occur during the year. 


Growing Budgetary Deficit Despite Restraint Measures 


The government (central and local) in Denmark disposes of close to half of total 
output (GNP), and taxes take about 45% of income (30% income taxes and 15% sales 
taxes). Public sector growth, concomitantly with expansion of other sectors, 
for many years contributed to the country's high rate of inflation. Since 1973, 
however, public spending has been permitted to rise by only a few percent each 
year. The budgetary deficit, nevertheless, has risen sharply as social trans- 
fers (predominantly unemployment benefits) have soared, despite additional reve- 
nue provided by the several VAT increases. Financing of the recurring budget 
deficits in the domestic bond market and active government borrowing abroad to 
preserve foreign exchange reserves have resulted in growing debt management 
costs and have further aggravated the deficit problem. In 1979 the central 
government's financing and refinancing requirements will exceed 12% of GNP. 

Only a small part of this concerns foreign debt, 
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but some additional foreign borrowing may still be expected to cover such parts 
of the balance of payments deficit as are not financed commercially. The con- 
tinuing inflow of government bonds in the market will largely absorb the 
liquidity effects of the large budget deficit but will also continue to affect 
the market structure. Many of the bonds, which are offered at favorable real 
interest rates, are bought by the general public; they compete thus not only with 
traditionally dominant mutual mortgage bonds but also with bank deposits 

which are under "voluntary" interest rate restraints. 


Money Is Tight and Expensive 


The growth in money supply is being held at a non-inflationary level, par- 
ticularly in terms of M2, which in both 1977 and 1978 rose at less than half the 
overall growth rate of the economy, in current prices. In addition to Treasury 
bond sales, which at times have exceeded the budgetary financing requirements, 
there have also been net sales of bonds by the central bank and the post office 
which have also absorbed liquidity. Credit expansion is held in tight rein by 
statutory credit limitations agreed to between the central and the commercial 
banks; occasional adjustments of the limits do take place but usually not until 
there has been pressure against the ceiling. Government borrowing abroad is not 
permitted to affect domestic liquidity, and proceeds are frozen in a government 
"counterpart" account in the central bank. Government loans thus serve the pur- 
pose only of bolstering foreign exchange reserves. In 1978, capital imports by 
the private sector were somewhat reduced, despite the tight domestic credit 
market. The reduction reflected partly the link of commercial foreign credit to 
stagnating imports, and partly the dull investment climate in most sectors. As 
usual, agriculture accounted for the better part of the foreign financial loans, 
although this sector represents a relatively small share of total production. A 
temporary decline in the high interest level during 1978 apparently did not 
materially affect the ratio between domestic and foreign credit demand. 


Despite continuing restrictions on mortgage credit, comprising both overall 
quota limits and individual loan ceilings, pressure on the market has kept the 
longterm interest rate as high as 17% - 18% (Credit societies finance their 
lending totally by bond sales in the market). The large sales of short and 
medium-term government bonds tended to press the short term interest rate 
upwards also. In early 1978, therefore, the central bank negotiated “voluntary” 
interest agreements with commercial banks, tying their deposit interest to the 
official discount rate at a 4% margin: the discount rate was reduced from 9% to 
8% in 1978. The deposit interest limitation thus imposed on banks helps to 
explain both the small growth in M2 and the fairly large discrepancy between Mi 
and M2 as savings deposits probably moved into short and medium terms bonds 
which, in addition to high direct interest, also carry certain tax benefits 
(capital gains on bonds are not taxed in Denmark). 


Although focus is on wages as the predominant cost factor of production, some 
attention has also been directed toward the very high interest level as a 
deterrent to investment and production recovery. Continued and steady reduction 
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of the inflation rate will be one condition for a lowering of the interest 
level; another, reduction of the payments deficit, hence of foreign capital 
demand. Given the present imbalance, the feeling is that business must be 
forced into borrowing abroad, lest an even greater part of the deficit must be 
covered by government loans. 


Over-Financing of Reduced Deficit Boosts Reserves, Stabilizes Currency 


The moderate gain in exports coupled with the steady level of imports - and of 
import prices - in 1978 reduced the commodity trade deficit to an amount which 
could be largely covered by invisible earnings and EC subsidies. There 
remained, however, a current payments deficit of close to $1.5 billion because 
of rising interest payments on the loan-financing of preceding years' deficits 
and also because of increased transfer payments, including development 
assistance. This trend is likely to continue in 1979 and will keep the present 
deficit unabated. 


A fairly large part of the deficit is covered by commercial credit and other 
private sector borrowing. In addition, however, the government in recent years 
has been borrowing abroad to such an extent that foreign exchange reserves have 
risen steadily to a level corresponding to more than two years’ deficit. This 
deliberate policy of bolstering foreign exchange reserves is pursued for several 
reasons. It is clear that Denmark will remain in a deficit position well into 
the 1980's - and the international loan market may not stay as accessible as it 
has recently been. Also, ample reserves offer security during periods of unrest 
in the international currency markets. In 1978 there were also short periods 
when pressure on the Danish krone developed, but the restrictive demand policy 
and the overfinancing of the deficit have rendered considerable stability to the 
krone. Despite minor exchange rate adjustments (twice in 1977 and once in 1978) 
in relation to the Deutschmark, totaling 12%, the effective exchange rate of the 
krone has shown little variation over the two-year period. Since the last 4% 
parity adjustment in October of 1978, the krone has remained solidly at the 
upper level of the so-called Snake (the European Monetary Cooperation). There 
is no doubt that Denmark will continue also in the expanded cooperation (EMS) 
once it becomes operative. The close tie to the strong Deutschmark has lost 
Denmark some competitive power, most significantly in the Swedish market, but 
has also helped reduce inflation. The idea of loosening European monetary ties 
in favor of a drastic devaluation of the krone is also rejected by both govern- 
ment and business because of the impact it would have on debt management costs. 
By the end of 1978, Denmark was in the red internationally by some 1]? 

billion dollars; public and private sectors each accounted for about half of the 
foreign debt. 


Labor Demands Wage Increase Despite High Unemployment Rate 


The steady increase in unemployment which in 1978 reached a level of 

7% - 8% of the labor force reflects the failure of production to keep pace 
with rising labor supply. The inflow of women to the labor market was 
particularly strong. Manufacturing employment (in terms of hours worked) fell 
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about 20% from 1972 to 1975 but has since stabilized. Other sectors, par- 
ticularly public services, have registered increasing employment, however, and 
total employment has thus shown a moderate increase. Certain public employment 
measures have been included in recent years’ economic programs, but the overall 
budgetary austerity will exclude large-scale absorption of unemployed by the 
public sector. The problem is particularly severe for women and youth; workers 
under 25 years represent about 25% of the unemployed. The moderate production 
growth forecast for 1979 and subsequent years will hardly be enough to reduce 
the unemployment rate materially, especially if recent low rates of productivity 
gain revert to normal levels. Legislation has been passed to permit workers 
over 60 years of age a pre-pension status until they eventually qualify for 
social security at age 67. This opportunity has been well received by many low- 
paid workers, and departures from the labor market in 1979 may give the 
unemployment rate at least the appearance of some improvement. 


The unhappy situation of the labor market notwithstanding, trade unions showed 
unfaltering militancy in their demands for contract revision for the 1979-81 
period. Contrary to the prior bargaining session, when the government set a 6% 
wage target (which was not fully adhered to) and paid workers off with pension 
fund support in return for partially suspended wage escalation, the field this 
time was left to labor and management with the Prime Minister watching from the 
wings. Labor initially demanded full compensation for the suspended wage 
indexation and then something more, while management suggested a wage reduction 
offset by a government real wage guarantee. While a wage reduction is utterly 
unrealistic, the Prime Minister would not seem completely adverse to some real 
wage pledge. The labor contract situation, which will be quite decisive for 
such major economic problems as the balance of payments and inflation, is still 
unsettled. In its strivings toward an effective income policy, the government 
has the moral support of both the European Communities and the OECD, but these 
organizations also recognize that the success of an income policy is largely 
contingent upon a social consensus in the country concerned. Eventually, such 
social consensus may depend upon the degree of credibility which the new and 
untraditional coalition between Social-Democrats and Liberals will be able to 
muster also among rank and file workers. 


IMPLICATIONS FOR THE UNITED STATES 


The present Danish efforts in economic stabilization are a valuable contribution 
by a responsible partner toward international economic recovery. While develop- 
ments in the major industrial countries will remain decisive, it is important 
for the European Communities, hence also for Euro-American relations, that eco- 
nomic and monetary harmonization also extend to the smaller European countries 
without being complicated by their balance of payments difficulties or inflation 
problems. Although Denmark by population is one of the small member countries 
in the European Communities, by industrial development, production and wealth 

it is among the leaders. While it must be acknowledged that Denmark has 
recently offered, and probably for some time will offer, a less buoyant market 
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than earlier, opportunities are still good. In current dollars, per capita GNP 
in 1978 approached $11,000, and personal income, after high taxes, exceeded 
$6,000 per capita. 


Overall investment remains at a healthy level of some 20% of GNP, and the rela- 
tive stagnation of investment in the non-farm sector did not prevent an increase 
in 1978 in imports of capital equipment of about 10% (in real terms). U.S. 
manufacturers were able to take full advantage of this gain. In 1979, invest- 
ment recovery in manufacturing, although limited, should offer additional sales 
opportunities, but tight budgets in public institutions (health, science) may 
restrain purchase of equipment. Over the slightly longer term, such important 
projects as offshore activities in the North Sea and construction of a natural 
gas distribution net may offer some potential for U.S. suppliers. 


Most Danish production depends, to a varying extent, on imported raw materials 
and semi-manufactures. In manufacturing industries, where the import component 
is about 40%, imports rose only a few percent in 1978 with a stable share for 
U.S. products; a small decline in the krone value of goods imported from the 
U.S. reflected the declining dollar rate. The rise in industrial production, 
forecast for 1979 at the rate of 4%, or twice the 1978 increase, presumably will 
lead to a corresponding rise in imports. 


U.S. suppliers have in recent years attained a dominant position in the Danish 
market for construction plywood, but then suffered a setback in 1978 when 
Canadian suppliers took a large share of the market. Reportedly, a strong 
domestic market weakéned U.S. interest in export markets and permitted the 
Canadians to benefit from their efficient marketing efforts. The Danish market 
is stable, however, and is still accessible if U.S. exporters want to exploit 
it. Exports of other U.S. wood products, including oak and other wood materials 
for Danish pre-fab inventory production, have gained significantly and may gain 
further in 1979. 


With two successive record grain harvests, Danish grain imports were sharply 
reduced in 1978. Transactions in supplies of U.S. grain were almost halved; 
barley sales ceased completely while corn fared better. Prospects are for 
little change in sales in 1979. 


Danish imports of soybeans rose in 1978 but at lower kroner prices, and the U.S. 
dominant share of the market dropped slightly. Some increase in sales is 
expected in 1979. Oilmeals, where the U.S. share of the market is modest, show 
similar developments and trends. 


Selected U.S. food products are making inroads on the Danish market. There is a 
growing demand for U.S. beef. Fruits, vegetables and nuts show steadily 
increasing sales. Sales of U.S. fish products doubled in 1978 as herring and 
sardines were added to traditional exports of salmon and shrimp. Further export 
gains are likely. Despite restrictions on private consumption, consumers have 
not reduced spending on food products. 
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Even under present conditions, however, the standard of living is high and the 
Danish consumer market offers potential for U.S. exporters as confirmed by the 
success of individual pilot sales campaigns. If American exporters made more 
concerted efforts, the market could undoubtedly be exploited further. Effects 
of export promotion efforts may sometimes be difficult to measure, however, as 
in the case of importers purchasing from U.S. subsidiaries abroad (e.g., well- 
established brands of jeans). Similar diversions undoubtedly also apply to many 
other products. 


Significant U.S. Export Possibilities: 


Investment goods for agriculture, manufacturing and construction. 
Off-shore equipment and services and related construction materials. 
Selected meat products, fruits and vegetables and nuts, fish products. 
Selected consumer items. 
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